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OF NEW ENGLAND BUSINESS: 


L951-A Year of Self-Analysis 


SELF-EXAMINATION to determine ways and means for 
improving industrial climate and fostering industrial 
growth spread throughout New England during 1951. 
Many communities took inventory and formed local 
development committees to strengthen their positions. 
State development and credit organizations promoted 
activities to stimulate industrial growth. In addition, 
the whole regional economy was the subject of an inten- 
sive economic analysis. 

Advance planning progressed to action in several 
communities. Industrial foundations in Maine com- 
munities, such as Gardiner and Waldoboro, opened 
plants for expanded manufacturing employment. New 
industrial foundations were established in Keene and 
Dover, New Hampshire, and Taunton, Massachusetts, 
during the year. Local groups in several communities, 
such as Hardwick and White River Junction, Vermont, 
and Nashua, New Hampshire, are ready to finance con- 
struction of new plants. In other communities, private 
realty companies renovated plant space and planned 
to build new plants. Ii, Massachusetts, the communities 
of Lowell, Brockton, and Gloucester gained legislative 
authority to employ limited amounts of tax revenue for 
industrial development. 

The Development Credit Corporation of Maine con- 
tinued its unique operating program and extended 
assistance to community developments. New Hamp- 
shire formed a Business Development Corporation with 
similar objectives. In Vermont, a twelve-man advisory 
committee also studied the formation of a credit cor- 
poration. In Massachusetts, a credit corporation was 
still a subject of debate in the General Court. Availa- 
bility of risk capital was studied extensively in the 
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Pioneer Valley section of Massachusetts during 1951. 

A substantial reorganization of development agencies 
in Rhode Island resulted in the formation of an inte- 
grated Rhode Island Development Council which hoped 
to revitalize industrial development in the state. Con- 
necticut industry was aided during the year by the 
effective defense contracts services of its Development 
Commission. During the legislative struggle to obtain 
funds for continuing its work, the industrial section of 
the New Hampshire Development Commission received 
favorable home recognition for its successful efforts 
in attracting industry. 

In Massachusetts, a Special Commission on Taxation 
prepared a comprehensive study of industry tax burdens 
in the state, and Rhode Island also studied its tax prob- 
lems. This was soon followed by the controversial 
Blanchard report on the competitive position of Massa- 
chusetts. A revision of the unemployment compensa- 
tion act was adopted in Massachusetts to strengthen 
the financial base of the fund and to restore merit 





Action to foster industrial growth in New Eng- 
land materialized at community, state, and 
regional levels during 1951. Awareness of current 
problems and future prospects spread among 
individuals and organizations throughout the 
area. 

Many of the region’s businessmen converted to 
defense production during the year as govern- 
ment orders and controls expanded in scope. 
Slowness in consumer buying, however. forced 
cutbacks on New England producers of shoes 
and textiles after the first quarter. At the year 
end, retailers and manufacturers watched Christ- 
mas sales for an indication of a return to a more 
normal pattern of consumer spending. 
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rating. A working committee began a survey of voca- 
tional education in Massachusetts to protect its ad- 
vantage of a skilled labor supply. 

Several far-reaching improvements in the region’s 
transportation facilities and prospects materialized 
during 1951. The United States Supreme Court decided 
in favor of Boston, Portland and New York by ruling 
against grain-rate differentials adverse to those ports. 
This favorable decision, coupled with the increase of 
five ship lines sending ships into Boston on a regular 
schedule during the year, should provide a working base 
to help solve port problems. The region’s highways also 
were improved measurably during 1951. The opening 
of Route 128 in Massachusetts materially aids the flow 
of traffic around Boston. Air service also improved as 
new airports at Boston and Providence were placed in 
operation. Finally, a wholly new transportation line was 
introduced to the region. Although construction is far 
from complete, natural gas is now flowing into New 
England through the first of two scheduled pipe lines. 


Vatural Resources Studied 

An extended appraisal of New England’s natural 
resources was undertaken by a federally sponsored New 
York-New England Inter-Agency Committee during 
the year. In Maine, extensive magnesium deposits were 
analyzed for use and search for additional minerals 
continued. In Massachusetts, the possibilities of under- 
ground coal consumption were explored as a method of 
using the state’s coal resources. 

The region’s ocean resources were not neglected dur- 
ing the year. The United States Fish and Wildlife Service 
carried on two important research projects. One ac- 
tivity was to determine the potentialities of tuna 
fishing off the New England coast. A second project 
was experimentation in the freezing of whole fish in 
the fishing vessel while at sea. Favorable outcome of 
either project could be vitally important. 

Improved pasture management and more home- 
grown feed resulted from an expanded Green Pastures 
program in New England during 1951. Enrollment. of 
farmers in the program increased by 16 per cent over 
the number participating in the 1950 season. 


RESERVE 


BANK OF BOSTON 


Forestry conservation and development were imple- 
mented during the year by two new activities. A timber- 
owning trust, said to be the first of its kind in the 
country, was organized in 1951. By purchasing shares, 
people wishing to make small or moderate investments 
in timber property can derive the benefits that are 
usually associated only with large ownership. The New 
England Forestry Foundation expanded its activities. 
To increase future timber output, it established a pro- 
duction fund from which small forest owners may bor- 
row to finance improvement cuttings and other cultural 
operations in their growing stands. 

Looking back, the year 1951 stands as a year of 
achievement in building awareness of the problems 
and prospects for New Englanders. 

Consumers called the signals for changes in business 
activity during 1951. A consumer buying spree in 
January and a subsequent saving spree caused extensive 
repercussions among producers of civilian products. At 
the same time, government orders and controls ex- 
panded in scope. These developments required extensive 
adjustments by New England businessmen. 

Commercial loan activity was an accurate barometer 
of changes in New England’s industrial activity during 
1951, as shown in an accompanying chart. In the region 
as in the nation, a rise in commercial loans commenced 
at mid-year 1950 and continued into April 1951. The 
rise reflected a period of anticipation brought on by the 
Korean war. Sharply increasing prices and costs, grow- 
ing accounts receivables, inventory accumulation, and 
a record-breaking demand for goods by both business 
and consumers paced the rise. A substantial portion of 
the loans made during this period was used for non- 
defense inventory and working capital. Trade groups 
and manufacturers of textiles, apparel, leathers, and 
foods were large users of credit. Substantial borrowings 
were also undertaken by finance companies. 

Since the end of April, general business activity has 
been marked by a quieting of demand and a check to the 
price rise of the preceding ten months. Furthermore, 
the Voluntary Credit Restraint Program which became 
effective in March had a restraining effect on non- 
essential lending. Repayments of loans just about offset 
amounts of new credit extended. Lending volume 
throughout most of the year since April was sustained 
by increased loans to defense and defense-supporting 
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industries, a transfer of credit which conforms with 
the objectives of the VCR Program. Proceeds have 
generally been used for expansion of plant and equip- 
ment or to add to working capital as production facili- 
ties were more intensively utilized. In large part, these 
loans have gone to manufacturers of metals and metal 
products. The construction industry and the public 
utilities have also used increased amounts of funds. 

Since early October, loans to commodity dealers and 
food processors have increased seasonally, reflecting 
the financing of crop movements. Trade loans which 
declined most of the year increased in early November 
in response to a pickup in year-end activity. Increased 
borrowings by these groups, however, have been 
generally less than last year. Nearly half the amount 
of increases in loans has gone to defense purposes as 
contrasted with nominal amounts last year. 

Repayments of loans by manufacturers of textiles, 
apparel, and leather products, as well as by finance 
companies, have slightly more than offset increased 
loans to defense-supporting industries. Measured from 
late April, total business loans have shown a decrease 
of about three per cent through December in contrast 
to a 32 per cent increase in the same period a year ago. 
Over the whole year the increase in total business loans 
in New England (most of the growth occurred in the 
first quarter) has been one-third as great as the ex- 
pansion in 1950. 


Prices Advanced 

The level of consumers’ prices advanced relentlessly 
during 1951, despite the ups and downs in consumer 
demand. The consumers’ price index for the nation as a 
whole rose during nine of the first 11 months of 1951. 
In November it stood at an all-time high, 4.2 per cent 
higher than in January 1951, and 7.8 per cent above the 
level of November 1950. The index of consumer prices 
in Boston followed a similar course although it advanced 
only 6.9 per cent during the 12 months ending in 
November. The food component of the index rose the 
most, 9.8 per cent, while the apparel component was 
next with an increase of 8.8 per cent. 

Extreme fluctuations of 30 and 40 per cent in the 
prices of hides and wool tops were upsetting influences 
in important New England industries. The sensitive 
daily index of 28 basic commodity prices reflected 
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these changes. From its all-time peak in February 1951, 
it dropped abruptly to a yearly low in August. Despite 
a pickup in the early fall, the index began to lose ground 
in mid-October. By late November it stood at a level 
about 17 per cent below the year’s high point, but 
24 per cent above the pre-Korea level. 

A rush to build up inventories changed to concern 
about their high level during the second quarter as 
consumer spending failed to match expectations. New 
orders to manufacturers dropped abruptly in April, and 
by June retail inventories in the nation began a slow 
decline. Wholesale inventories followed suit two months 
later. Manufacturers’ inventories continued their rise, 
in some cases involuntarily as manufacturers were 
reluctant to cut back production and see their working 
force disperse to other jobs. 

The volume of orders received by manufacturers in 
Massachusetts ran at a high level during the first 
quarter of 1951, and then gradually diminished to a low 
for the year in July. An upturn in the fall pushed the 
volume of orders in October to 147 per cent of the 
average in 1947, according to the index of orders of the 
Associated Industries of Massachusetts. This level 
was about five per cent lower than in October 1950. 

Defense contracts provided an increasing share of 
manufacturers’ orders as the defense buildup continued. 
In the forty-nine week period ending July 25, 1951, 
New England manufacturers received unclassified de- 
fense contracts totaling approximately $1,374 million, 
13.3 per cent of the national total. About 47 per cent 
of that total consisted of government purchases of 
textiles. Another 15 per cent of the contracts were for 
transportation equipment, principally aircraft. The 
electrical machinery industry held third place with 
eight per cent of all contracts. 

Paced by a continuing expansion of durable-goods 


Page 3 





Monthly Reuiew 


FEDERAL RESERVE 





COTTON SYSTEM SPINNING ACTIVITY IN N. E, 
2 r Bs a Sa 

















| 1950 
| 31s sf 
ls : 
s 3 
J 
r / 4 
} 2 
2 ~~ 4951 ® 
2, poe rece 1s 
|S 3 
| - 
| 
| 
| 
| SOURCE US Bu ifthe Ceneve 
| yoows ‘ 
et _ ta a ~ F) ’ a 8 ° NT 
| one 














manufacturing, industrial production in the nation ex- 
panded moderately during the first quarter of 1951. 
Beginning in April and May, the failure of new orders 
to meet expectations and the accumulation of large 
inventories led manufacturers to cut back production. 
The Federal Reserve Board’s index of industrial pro- 
duction registered an eleven point drop between its 
level of 223 in April and 212 in July. Part of that drop 
reflected plant-wide vacations not adequately allowed 
for in seasonal adjustments of the index. In the fall, 
production recovered gradually and the index gained 
seven points to register 219 in October and 218 in 
November. 

In New England, production followed a similar 
pattern, with the greatest declines concentrated in 
nondurable-goods manufacturing. Cotton spinning activ- 
ity declined by 40 per cent between April and August 
and did not recover substantially during the fall season. 
Firms in the metal-using industries continued to expand 
if engaged in defense activities. Otherwise they sought 
allocations of scarce materials or curtailed operations. 

Building activity in New England received substan- 
tial support from plant-expansion programs during the 
year. On a ten-month basis, the value of residential 
construction awards reported by F. W. Dodge Corpora- 
tion was I4.1 per cent less than 1950. In contrast, non- 
residential construction awards totaled $299 million for 
the first ten months, an increase of 7.8 per cent over 
the total in the same period of 1950. 

Certificates of necessity permitting rapid amortiza- 
tion of plant construction costs played an important role 
in stimulating construction. By November 16, 1951, a 
proposed investment of $445 million had been approved 
for varying amounts of rapid tax amortization. A single 
project, the proposed steel mill in Connecticut, account- 
ed for $228 million of the certificates. Excluding this 
project, nearly six per cent of the nation’s proposed 
investment in finished-product facilities was scheduled 
for New England according to the August 18 tabulation 
of certificates of necessity. The dominant position in 
this expansion was held by the aircraft industry in 
Connecticut. By November 16, 1951, certificates of 
necessity (exclusive of the steel mill) approved for 
Connecticut totaled $140 million, 64 per cent of the 
region’s total. 

Nonagricultural employment in New England. re- 
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mained remarkably steady throughout the first’ ten 
months of 1951. At no time did it fluctuate more than 
two per cent above or below a level of 3.4 million persons 
employed. This stability, at a high level, was achieved 
by expansion in nonmanufacturing employment as 
manufacturing employment dropped. Paced by a high 
level of construction, nonmanufacturing employment 
consistently exceeded 1950 levels. 

Starting in the second quarter of 1951, New England’s 
labor force was under persistent pressure to shift oc- 
cupations. Reacting to reduced orders, manufacturers 
of soft-goods products offered 61,000 fewer jobs in 
October than during the first quarter. During the same 
period, manufacturers in the metals industries expanded 
employment by 20,000 workers. 

Adjustment to these changes was far from complete 
as the winter season started. The metalworking labor 
markets of Connecticut and Worcester were in tight 
labor supply while labor markets primarily dependent 
on textile employment had substantial labor surpluses. 


Durable-Goods Industries 


Durable-goods manufacturers in New England re- 
acted to reduced orders for civilian products by stepping 
up conversion to defense production during 1951. On 
balance, enough manufacturers received defense con- 
tracts to support a five per cent employment rise during 
the first 10 months of the year. 

Activity in the nonelectrical machinery industry 
began to level off at mid-year after rising to a high 
point in July. Shortages of materials and skilled labor 
temporarily stood in the way of further expansion of 
output. Machine tool plants generally are operating 
at a high rate, limited principally by shortages of key 
personnel. Orders on the books of the machine tool 
industry in the United States are currently over $1 
billion, which is four times as great as the level a year 
ago, 16 times the total in 1949. In Massachusetts, the 
\.1.M. index of orders received by machinery firms dur- 
ing October was 39 per cent higher than in September. 

Textile machinery manufacturers have reduced out- 
put somewhat due to a falling off in demand. Shortages 
of materials have not yet become a serious factor, but 
by second quarter 1952, allocations may bring about a 
real pinch. An NPA materials order requires a cutback 
in metals consumption which indicates a decline in pro- 
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duction in the first quarter of 1952 to 55 per cent of the 
1951 rate. Allotments of materials will provide for only 
replacement and repair of existing equipment. The 
NPA expects the industry to shift to the production of 
machine tools, but manufacturers contend that this 
kind of work requires machinery which they do not 
have available. 

The electrical machinery industry in New England 
has added more than 23,000 workers to its payrolls 
since the start of hostilities in Korea. Production of 
small electrical parts on government orders provided a 
substantial boost to the industry. Electronic equipment 
firms in the Greater Boston area increased their staffs 
during October and adopted longer workweeks. Plants 
making heavy electrical machinery continued to operate 
at very high levels as the year ended. Firms making 
radio-television components experienced a slow summer 
season but indicated a marked pickup in business during 
November. A sharp spurt in new orders received by 
Massachusetts manufacturers of electrical machinery in 
October foreshadowed further expansion in employment. 

A steady, unspectacular expansion characterized the 
New England ordnance industry during 1951. By the 
year’s end, employment had expanded more than 38 
per cent since Korea. Continued expansion was in- 
dicated by an announcement that $1 billion worth of 
Army ordnance contracts, one twenty-fifth of the 
United States total, will be cleared through the Water- 
town, Massachusetts, arsenal during 1952. 

Although the primary and other fabricated metal 
products industries have expanded since June 1950, 
most of the expansion took place in the last half of 1950. 
A change-over to defense production caused a slacken- 
ing in the pace during 1951. During 1951, employment 
stabilized at a high level. Defense business was received 
in just about enough volume to offset layoffs at plants 
not producing military items. 

Foundry activity late in 1951 was restricted by cut- 
backs in consumer goods in line with NPA metal con- 
servation. Plant shutdowns were frequent and a number 
of firms operated on a 3-day week near the year’s end. 
When New England foundries are running at capacity, 
the local blast furnace is unable to supply their total 
pig iron requirements. During the last quarter of 1951, 
the Mystic furnace built up a surplus of pig iron, even 
though the local foundries maintained the legal in- 
ventory limit of a full month’s stock of pig iron on hand. 

New England’s three steel-works maintained a high 
operating rate throughout the year. During the 48 
weeks ending December 1, the average rate was 88.8 
per cent of capacity, the equivalent of 442,472 tons of 
steel for the full year. This output represents an in- 
crease of 6.2 per cent over the quantity produced in 
the same period of 1950. 

<mployment in the transportation equipment in- 
dustry, sparked by aircraft in Connecticut, has ad- 
vanced steadily since the beginning of the war in 
Korea, and in October was 27 per cent above a year ago, 
38 per cent above June 1950. United Aircraft Corpora- 
tion has added 13,000 employees to its payrolls in Con- 
necticut since Korea, and expects to add 7,500 more 
during 1952. Plant expansion for the immediate future 
is now estimated at $40 million. Automobile assembly 
operations in Massachusetts slowed down considerably 
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as the result of curtailed material supplies. Shipbuilding 
employment expanded abruptly during October at the 
Boston Naval Shipyard and East Boston repair yards. 

Business remained at generally satisfactory levels 
for the larger New England manufacturers producing 
the better grades of furniture. The smaller, more high- 
ly specialized producers felt a perceptible slackening in 
demand after the first quarter. 

New England furniture shipments are expected to be 
five per cent less during the fourth quarter than during 
the corresponding period of 1950. The outlook at the 
end of the year is for continuation of fair-to-good, 
though not brisk, markets for furniture. 

The New England lumber market, though less con- 
stantly at active levels, remained basically firm and 
orderly during 1951. Earlier fears of an upset because 
of restrictions on mortgage loans for the building of new 
houses proved largely groundless. Prices of locally 
produced softwood lumber have remained firm. Less 
active demand for wooden boxes in recent months has 
had little adverse effect on the box lumber market. 

Hardwood lumber has moved into the industrial 
market without undue difficulty and ceiling prices have 
been the general rule. Signs pointed toward strengthen- 
ing of the lumber markets toward the end of the year. 


Nondurable-Goods Industries 


Producers of nondurable goods in New England felt 
the full impact of nationwide swings in consumer buy- 
ing and changes in distributors’ inventory policy during 
1951. Stepped-up activity to produce for inventory and 
buying sprees was replaced by production cutbacks 
while manufacturers waited for sales promotions to 
reduce inventories and stimulate reorders. 

The textile industry in New England in the future 
may point to its low point in 1951 as the mark from 
which the tide turned if the expressed resolution of 
management, employees, union officials, trade associa- 
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tions, and government officials swells into cooperative 
action.. The decline in civilian demand and the slow- 
down in production because of accumulated inventories 
in 1951 accentuated the problems of mills in New Eng- 
land and aroused interest in finding basic solutions. 
Governors of all New England states began a combined 
search for ways and means to assist the industry, union 
officials sought additional government orders, and man- 
agement stressed its willingness and determination to 
operate successfully in the region. ; 

Production for military orders enabled some textile 
mills to operate successfully throughout the year, but 
the weakness in civilian orders in the last three quarters 
curtailed activity in all divisions of the industry. \lanu- 
facturers anticipated a pickup after the first of the year, 
especially if accelerated consumer buying stimulated 
placing of reorders. 

New England garment shops, like other producers of 
consumer goods, operated at near capacity levels early 
in 1951 in order to meet the demand created by the 
record volume of retail sales. However, a sharp curtail- 
ment in retail buying resulted in a disappointing Easter 
season. Existence of large inventories in the hands: of 
manufacturers and retailers kept activity down through- 
out the fall. Men’s clothing factories and contract 
producers of women’s wear were particularly hard hit. 
In contrast, operations of plants working on govern- 
ment orders were steady. 

At the beginning of the year New England shoe and 
leather plants were going full force and consumer buy- 
ing was high. By the end of the first quarter, however, it 
was evident that shoe production was outstripping 
demand, and inventories were piling up at all levels. 
Operations were curtailed in most areas, but producers 
of men’s shoes were best able to withstand the slump 
because of substantial orders for military footwear. 
Slow conditions carried over into the fall. Completion 
of government work accentuated the situation. Some 
industry spokesmen contend that the 1951 fall season 
was the poorest in many years. Layoffs started earlier 
than usual and part-time operations were general. In 
October fewer workers were employed than in any 
other month of 1951 except May: there were 12 per cent 
fewer workers than in October of last year. In recent 
weeks retail sales have improved and inventories are 
being worked off. Many firms announced price cuts, 
based principally on lower leather costs, and hope they 
will further stimulate consumer buying. 

The extremely active market for paper products 
during the first half of 1951 gave way to merely a good 
market during the third and fourth quarters. Delivery 
times shortened noticeably in the fourth quarter for 
practically all grades except most fine papers and, to a 
lesser extent, kraft wrappings. A drop in demand for 
container board because of decreasing shipments, par- 
ticularly of soft goods, resulted in an easing in the supply 
of kraft pulp. 

The supply of newsprint paper showed no signs of 
meeting requirements as the end of the year approached. 
The world market for newsprint, and for wood pulp, 
remains strong, largely because of the continued high 
level of consumption in North America. The normal 
flow of wood pulp from Europe to the United States was 
diverted by a United States ceiling price below the 
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world market price. The sulphur shortage contributed 
further to the domestic pulp deficit. 

Early in 1951 New England jewelry shops went full 
tilt, in order to turn as much base metal as possible 
into semi-finished and finished items before use restric- 
tions on critical materials became effective. Industry 
employment reached an all-time high in February and 
extra shifts were general. However, a revision of metal 
controls and lagging retail sales resulted in’ sharply 
curtailed operations by late spring. As a result of the 
big build-up in inventories early in the year, the fall 
expansion in operations was much smaller than usual. 
Recently announced reductions in the amount of copper 
and aluminum available for the industry in the first 
quarter of 1952 will hit hard unless the volume of 
defense works increases. 

The New England printing and publishing indus- 
try was less influenced by changing conditions than 
many of the other manufacturing industries. Employ- 
ment was higher in each month of 1951 than the corre- 
sponding months of last year until October when it de- 
clined) contra-seasonally. Since then, however, staffs 
have been expanded to complete production of items 
intended for the holiday season. 

New England manufacturers of rubber products 
had a good year in 1951. Although production of civilian 
goods was restricted, government work kept most 
plants operating at near capacity. The materials situa- 
tion was greatly improved by increased output of 
synthetic rubber plants. In late fall, expansion came to a 
halt, at least temporarily. Employment for the industry 
remained well above a year ago, but producers of rubber 
thread and rubber heels and soles were adversely 
affected by the slump in the textile and shoe industries. 





CHANGES IN INDUSTRIAL ACTIVITY 
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The Comparative Tax Study as a Guide for 
Corporate Tax Policy: A MASSACHUSETTS EXPERIENCE 





Are manufacturers taxed more heavily in Massa- 
chusetts than in competing states? This study . espe- 
cially written for the Monthly Review by Josern P. 
HeALEY. Executive Director of the Special Com- 
mission on Taxation of the Commonwealth. provides 
an answer and explains how it was obtained. 











Taxes are costs from the viewpoint of businessmen 
which they do not accept as they do other costs. [n- 
creases in wage rates and raw material prices, after a 
period of adjustment, are paid with some degree of 
philosophical resignation. But this is not so with taxes. 
Partly because taxes are largely beyond their control, 
and partly because of a basic mistrust of expanding 
governmental operations, businessmen, individually and 
collectively, wage a ceaseless Campaign against tax in- 
creases at all levels of government. 

Their strongest individual opposition to tax increases 
is not directed at those imposed by the federal govern- 
ment, even though federal corporate taxes dwarf the 
levies imposed on corporations by state and local gov- 
ernments. Federal activities are so vast in scope, with 
expenditures governed by the dictates of global security, 
that the ordinary businessman is content to be heard 
through his national organizations. 

It is at the state and local level that the individual 
businessman becomes most articulate about taxes. Lf he 
is a manufacturer faced with interstate competition, he 
has another string to his bow. The community in which 
the plant provides employment and pays taxes has an 
interest in preventing the development of factors calcu- 
lated to produce an unfavorable competitive position. 
While state legislatures have little control over wage 
rates and materials costs for interstate business, some- 
thing can be done about taxes. To the extent that state 
and local taxes have a material effect on the interstate 
competitive position of industry, it is reasonable to 
anticipate business pressure for favorable state and 
local action in these areas. 

Considerations of this sort led to the development of 
comparative tax analyses which attempt to measure 
the relative tax burdens in certain given tax jurisdic- 
tions. In some cases studies were conducted by indi- 
vidual companies intent on a relocation of plant. In 
others the studies were done by industry groups or single 
companies! for the information of the public or state 
legislatures, or both. Few comparative tax studies have 
been conducted under the direction of public authorities. 

Despite a rapid growth in popularity, the compara- 
tive tax study has not remained beyond criticism. Most 
of it has been directed at the techniques of such studies 
in their more generalized forms. The relative burden of 
business taxes has been measured in terms of the per- 


1 Recent examples of such studies in Massachusetts are those made by the 
Kendall Company and the General Electric Company. 
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centages which such taxes bear to total tax collections 
or total personal income in each of the jurisdictions. 
This method sheds little light on the comparative posi- 
tion of manufacturing companies because it includes 
taxes on public utilities and mercantile concerns in the 
general category of business taxes. Also implicit in such 
comparisons is the assumption that the jurisdictions 
compared have some similarity in economic structure. 
\ predominantly agricultural state in the farm belt can 
be expected to draw less tax support from business than 
an industrial state. Attempts to measure tax impact in 
terms of the relationship between total business taxes 
and such factors as sales, payrolls or invested capital 
are also vulnerable as barometers of relative tax bur- 
dens on manufacturing corporations. 

The kind of comparative analysis that has received 
more acceptance is one which measures the tax burden 
on specific companies. The difficulties of this method 
lie in the selection of the sample to be used, and the 
necessity of duplicating or approaching in the compared 
states the operating and other conditions which exist 
in the home state. [t is all too true that even the specific 
method of comparative tax study, if well done, is 
“expensive and time consuming, and requires so many 
qualifications that the conclusions are lost in a mass 
of footnotes?.” 

Placed in its proper perspective, however, the com- 
parative tax study can make a real contribution to the 
development of a sound state tax policy. The conclu- 
sions of such a study should be taken with more than 
one grain of scientific salt. Thus taken the study will 
be useful, when considered along with other evidence. 
in formulating a judgment about the relative position 
of a particular state. To the extent that the compara- 
tive interstate position bears on the question of internal 
tax equity, or affects the ability of industry within the 
state to compete with outside companies, the study 
may indicate corrective state action. 


The Special Commission on Taxation 


In common with other states in the nation, Massa- 
chusetts experienced a sharp increase in state expend- 
itures in the years following the close of World War 
IT. In 1945 state expenditures, including tax distribu- 
tions to local governments, were $160.8 million. For 
fiscal 1949 they totaled $287.5 million, an increase of 
79 per cent. The increases reflected the pressures of 
rising post-war price and wage levels, delayed mainte- 
nance and construction programs, and other factors. 

The upward swing in expenditures brought about 
serious revenue problems as it became evident that 
existing taxes at existing rates were inadequate. Sharp- 
est rate increases occurred in the income measure of the 
effective corporation tax (including surtaxes) which 
2 Dr. John F. Sly, ‘Relocating Your Business for Tax Purposes,” Tax Outlook, 


October 1948, p. 2. Dr. Sly has been a consultant to the Massachusetts Special 
Commission on Taxation since its establishment. 
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rose from 2.825% of net income in 1945, to 4.52% in 
1946, to 6.215% in 1948, and to the present rate, 6.765% 
in 1949. The need for a fundamental re-examination 
and appraisal of the entire tax structure became obvious. 
The result was the establishment in 1948 of the Special 
Commission on Taxation, a bi-partisan group composed 
of four senators, eight representatives and four public 
members. The Commission, under the terms of the 
order creating it, has the broadest latitude in the in- 
vestigation and revision of the tax structure of the 
Commonwealth, ranging from personal and corporate 
income taxes to the rearrangement of state and local 
fiscal relationships. 

After a preliminary investigation, and buttressed 
with a substantial appropriation of funds, the Com- 
mission began work in earnest late in 1949. It dis- 
covered a heated controversy developing on the ques- 
tion of the relative tax position of Massachusetts cor- 
porate manufacturing enterprises. The intensity of the 
controversy was indicated by the responses to the 
opinion questionnaires sent by the Federal Reserve 
Bank of Boston to 663 New England manufacturers. 
In listing the advantages and disadvantages of doing 
business in Massachusetts, most of the Bay State manu- 
facturers regarded state and local taxes as the leading 
competitive disadvantage? Many requests were made 
by individuals and business organizations for the in- 
clusion of a comparative tax study in the Commission's 
program. This the Commission agreed to do subject to 
certain limitations and considerations: 

(1) The comparison would be the “specific”? rather 
than the “generalized” type; 

(2) The study would be somewhat limited in scope 
as merely one phase in the Commission’s extensive 
investigations; 

(3) The expected result would be the establishment 
of a guide for internal revision of the corporation tax, 
and the isolation of the tax factor as it affects the 
relative competitive position of Massachusetts industry. 
The study could not be expected to evaluate over-all 
locational advantages and disadvantages; 

(4) Primary emphasis would be on state and local 
taxes. Unemployment compensation taxes could not be 
included because of the difficulty of applying diverse 
provisions on experience rating to the employment 
data of individual companies. 

The Commission’s staff discussed the problems asso- 
ciated with participation in the study with a large 
number of Massachusetts manufacturing companies. It 
received full cooperation from such business organiza- 
tions as the Boston Chamber of Commerce, Associated 
Industries of Massachusetts, the New England Council, 
Massachusetts Association of Commercial Executives, 
National Association of Cotton Manufacturers, the 
New England Shoe and Leather Association, the In- 
dustrial Committee of the Pioneer Valley Association 
and the Federal Reserve Bank of Boston. 

Some thirty-five companies volunteered to give the 
Commission the detailed and confidential information 
which it required. From these, twenty companies were 
selected as a representative cross section of the indus- 
trial base of the Commonwealth. 


3 “New England Manufacturing . . . Its Future Prospects,” Monthly Review, 
Federal Reserve Bank of Boston, September, 1949, 
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The twenty corporations varied in size, as measured 
by net. worth, from a low of $270,000 to a high of more 
than $50,000,000. In terms of net sales the range was 
from about $650,000 to over $70,000,000. Fifteen of the 
twenty reported net sales in excess of $5,000,000, and 
six had over $10,000,000. Annual payrolls ranged up- 
ward to $30,000,000. The output of the companies re- 
flected a wide diversity of products manufactured in 
the Commonwealth. Their plants were located in eight- 
een Massachusetts cities and towns, ranging in popula- 
tion from less than 5,000 to about 800,000 in the case 
of Boston. 

Seven states (Pennsylvania, Indiana, New York, 
North Carolina, Connecticut, New Jersey and Michi- 
gan) were selected for purposes of comparison*. Massa- 
chusetts manufacturers of textiles, machinery, chemi- 
cals, and electrical, metal and other products have 
competitors in one or more of these states. For the 
purpose of computing local tax liabilities, a location was 
selected in each of the seven states which reflected 
conditions comparable in many respects to those found 
in Massachusetts — namely, Philadelphia, Pennsyl- 
vania; South Bend, Indiana; Buffalo, New York; Char- 
lotte, North Carolina; New Haven, Connecticut; Pater- 
son, New Jersey; and Lansing, Michigan. The selection 
of the local community in each state was conditioned 
to some extent by the willingness of local assessors to 
undertake the rather burdensome tasks involved. - 

The study was devoted exclusively to a comparison 
of the state and local taxes paid by manufacturing cor- 
porations, and the conclusions regarding the compara- 
tive tax position of the selected type of company would 
not necessarily apply to all types of corporate activity. 
The reason why emphasis was placed upon manufac- 
turing corporations is that they are, for the most part, 
engaged in interstate competition, and the effect of 
state and local taxes may influence their competitive 
position. Corporations engaged primarily in retailing or 
service activities are influenced less by considerations 
of interstate competition because, with few exceptions, 
a Massachusetts location is mandatory for them and 
their competitors. 


The State Tax Computations 
The twenty participating corporations made avail- 
able to the Commission copies of their Corporation 
Excise Return (Form 355A) which they filed in the 
calendar year 1949. The information contained in these — 
returns was supplemented by additional figures sup- 
plied by the companies with respect to their operations 
and capital structures. For example, it was necessary 
for the Commission to obtain a breakdown of sales 
made within and outside the Commonwealth. 
Although the financial and operational data used in 
the comparisons were obtained from returns filed in 
1949, in each instance tax rates applicable to 1950 were 
used. This is true of Massachusetts rates as well as 
those of other states. Thus the Massachusetts excise 
tax rate used in the comparison included the 23 per cent 
surtax, not the 13 per cent surtax applicable to the 
returns filed in 1949. 
With these data the Commission’s staff calculated 





4 Georgia was originally included in the study, but the necessary information 
on local taxes could not be secured. 
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the state tax liability for each company under the laws 
of each of the seven states on the basis of rates prevail- 
ing in 1950. It should be noted that this involved the 
application of the tax laws of the selected jurisdictions 
to the hypothetical corporations in their Massachusetts 
environments. In short, the question to be answered 
was this: Assuming the financial and operational facts 
to be as they actually were, what would the state tax 
liability of each company have been if the tax laws of 
these other states had been in force in the Common- 
wealth? 

In Massachusetts the principal state tax payable by 
manufacturing corporations is the corporation excise 
tax which depends upon ‘a complicated formula involv- 
ing at least six measures of possible tax liability. Sub- 
ject to two possible alternative minima, the tax has 
two parts one measured by net income, and the 
other by “corporate excess,” a capital stock value de- 
termination. In the main, the over-all result represents 
a tax of 6.765 per cent of income allocated to Massa- 
chusetts plus .615 per cent of capital invested. 

Among the states under comparison, North Carolina 
and Pennsylvania have corporation taxes most com- 
parable to those in Massachusetts. Like Massachusetts, 
these states apply both net income taxes and capital 
taxes. New York and Connecticut taxes, while they 
reach corporation net income, apply capital measures 
only as minimum alternatives rather than as supple- 
ments to the income tax. Michigan does not assess a 
corporation income tax, but applies a business license 
fee which is, in effect, a tax upon capital and surplus. 
Like North Carolina, Michigan imposes a state tax 
upon intangible personal property. 

The state which is the most comparable to Massa- 


chusetts in size, as well as in industrial characteristics, 
is New Jersey. In terms of state tax structures, however, 
they have almost nothing in common. Manufacturing 
corporations in New Jersey do not pay an income tax, 
but pay a franchise tax of $0.80 per $1000 on the net 
worth of the corporation. 

A different type of tax applicable to an industrial 
state is the gross income tax applied in Indiana. Manu- 
facturing corporations pay 14 of 1 per cent upon their 
gross receipts from sales made to Indiana customers. 
The state taxes used in the comparisons are shown in 
Table I, together with the estimated amount of taxes 
payable under each tax measure by a hypothetical cor- 
poration. This corporation is assumed to have total 
assets of $680,000, liabilities of $180,000 and a net 
worth amounting to $500,000. Gross sales are assumed 
to be $600,000, with 50°% made to out-of-state cus- 
tomers. Net income is $26,000.5 

For this corporation the total state taxes range from 
a high of $3,215 in Massachusetts to a low of $356 in 
New Jersey. It should be emphasized, however, that the 
example comparison relates to a single corporation and 
is therefore conditioned entirely by the way the tax 
structures of the several states reach this particular set 
of corporate facts. 

In terms of corporation net income tax rates alone, 
the commission found that for 1950 Massachusetts 
stood fifth from the highest among 33 corporation in- 
come tax states. When allowances are made for deduc- 
tions allowed by the four leading states, indications are 
that corporations in Massachusetts are probably taxed 


5 A balance sheet and an operating statement for the hypothetical corporation 
are shown on page 22 of the report of the Special Commission on Taxation 
(House No. 2611, June, 1951). Computations of the state taxes payable by this 
corporation are given in Appendix I of the same report. 





TABLE I— PRINCIPAL STATE TAXES APPLICABLE TO MANUFACTURING CORPORATIONS IN MASSACHUSETTS 
AND SEVEN OTHER STATES, AND AMOUNT OF TAX FOR HYPOTHETICAL CORPORATION — 1950 





State | Tax 

















| Tax for 
Rate and Measure Hypothetical 
| Corporation 
Massachusetts..... | Corporation excise tax. | 5Y% per cent of net income earned in Massachusetts and $5 per $1,000 of cor- $3,215 
| | porate excess, plus 23 per cent surtax on both. | 
North Carolina.... | General income tax. | 6 per cent of net income allocated to North Carolina. $1,500 
| Corporation franchise tax. | $1.50 per $1,000 of capital (net worth) allocable to North Carolina. 665 
Intangibles. | 10 cents per $100 money on deposit; 25 cents per $100 on all other intangibles. 258 
| $2,423 
Pennsylvania ..... | Corporation income tax. | 4 per cent of net income allocated to Pennsylvania. $869 
| Capital stock tax. | 5 mills per $1 of value of capital stock apportioned to Pennsylvania. 2,125 
| 
| | $2,994 
New York........ Business corporation | 52 per cent of net income allocated to New York or 1 mill per $1 of capital allocated $1,191 
| franchise tax. to New York. 
| 
Connecticut....... | Corporation business tax. | 3 per cent of net income allocated to Connecticut or 1/2 mills per $1 of capital (net $769 
| | worth) and bonded debt in Connecticut. 
New Jersey....... Corporation franchise tax. | 8/10 mill per $1 of net worth allocated to New Jersey. $356 
PAICRIGON. 6600550 | Corporation business | 22 mills per $1 of capital and surplus representing property in Michigan; maximum $1,112 
license fee. | _ tax, $50,000. ; 
| Intangibles tax. Greater of 3 per cent of income from intangibles, or 1/10 of 1 per cent of their face, 75 
| par or contributed value —less credit of $20— except money and deposits 
| taxed at 1/25 of | per cent. 
| | $1,187 
INR OING as. creeeien's Gross income tax. | Yo of 1 per cent of facturing and wholesale sales within Indiana; ¥% of 1 per | $1,537 
| cent of retail sales within Indiana. 
Intangibles tax. | 5 cents per $20 upon full or actual value of intangible property except shares and 62 
deposits in banks and trust companies and shares in building and loan associations. 
$1,599 
Source: M husetts Special C on Taxation in House No. 2611, p. 20 (June, 1951). 
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more heavily upon income in Massachusetts than are 
corporations in any other state. Together with a high- 
rate tax upon invested capital (corporate excess), this 
means that the Massachusetts state tax for manufactur- 
ing corporations can be exceeded only in those states 
which do not permit deductions of real estate equities 
from the capital tax base (Pennsylvania), or which 
apply other tax measures such as the gross income tax 
(Indiana) or substantial property taxes (Nebraska). 

Massachusetts is probably the leader among the 
states in terms of state tax burden upon manufacturing 
corporations. But state taxes alone do not tell the whole 
story, and in many instances they do not tell even the 
main story. There remains the large area of local tax- 
ation in which the over-all results obtained may be 
completely modified. 

The Property Taxes 

Local taxes bulk large within the total tax liabilities 
of manufacturing corporations in all the states ex- 
amined. The basic local tax in each of the selected 
jurisdictions is the property tax. 

While it is not an uncommon practice to compare 
local property tax requirements in terms of average 
assessment ratios and average tax rates, such com- 
parisons are of little value in showing what taxes a 
specific business might expect to pay. The average tax 
rate for a state is one of those numerical abstractions 
which may or may not be the actual tax rate within 
any single jurisdiction within the state. The average 
local property tax rate for Massachusetts in 1950 was 
$44.86 per $1000 of valuation on taxables, but actual 
tax rates as applied ranged from a low of $18 to a high 
of $75. For “comparative” purposes, the average tax 
rate of $44.86 would obviously have little meaning as a 
guide to potential tax liability. 

Another problem concerns assessment ratios. Al- 
though the property tax is applied within the legal 
framework of uniform assessment practices, it is com- 
mon knowledge that large variations as among juris- 
dictions, or even as among classes of property or in- 
dividual properties, are more the rule than the exception. 
Even if a suitable jurisdiction could be found where the 
average tax rate applies in each of the states under 
comparison, it is doubtful that the average assessment 
practices would also apply in that jurisdiction, or that 
the manufacturing plant under comparison could or 
would be situated there. 

The method used by the Commission was to obtain 
an “assessment” of the properties of each company 
from detailed property descriptions through the co- 
operation of local assessing officials in the selected cities. 
To this end each corporation was asked to prepare a 
most detailed questionnaire describing its real estate— 
both land and buildings. This was supplemented, 
wherever possible, by maps, blueprints and photographs 
showing plant layout and other characteristics. 

All of these materials were sent to the assessing 
officers in each of the selected cities. These officials were 
asked to assess the respective properties on the basis of 
locations as much like the Massachusetts locations for 
each corporation as could be determined within the 
particular city. The assessments were made according 
to the methods and standards prevailing in the juris- 
Page 10 
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diction — with the emphasis upon tax practices rather 
than strict legal requirements. 

With respect to tangible personal property, the basis 
of the comparison was book value as reported by the 
participating corporations. Since machinery and inven- 
tory of manufacturing corporations are not subject to 
local taxation in Massachusetts, it would have imposed 
an entirely disproportionate burden on the co-operating 
companies if they had been requested to give a de- 
tailed breakdown of their tangible personal property. 
For this reason book value was accepted as the nearest 
practical approximation. Some of the local assessors 
who co-operated in preparing the property tax esti- 
mates frankly advised that they did not base their tax 
valuations upon book values or at least did not use 
book values alone. In the absence of other data, how- 
ever, the assessors estimated the local taxes upon tan- 
gibles according to some ratio to book value which they 
felt prevailed within their jurisdiction. 

The principal tax source in each of the cities under 
comparison is the locally assessed property tax. In com- 
mon with Massachusetts, these local taxes in Pennsyl- 
vania and in New York rest primarily upon real estate 

land and buildings — and do not reach tangible 
personal property. In contrast, North Carolina, Connec- 
ticut, New Jersey, Michigan and Indiana extend the 
locally assessed property tax to include tangible personal 
property. In several of these states the taxes assessed 
upon tangible property — inventory and machinery — 
of manufacturing corporations sometimes exceed the 
amount of taxes assessed upon their real estate. 

Philadelphia is exceptional among the cities under 
comparison in that it assesses a local gross income tax 
upon individuals and unincorporated businesses, and 
derives a substantial portion of its local tax revenue 
from this source. As compared with Boston, where prop- 
erty taxes accounted for almost 97 per cent of all local 
tax collections in 1948, property taxes in Philadelphia 
provided only 69 per cent of local tax revenues. 

Tax rates range from $3.50 per $100 of valuation 
taxable to $6.30 per $100 in the Massachusetts cities 
under comparison, and the tax rates in the out-of-state 
cities range from a low of $2.87 in Philadelphia to a 
high of $5.16 in Paterson, New Jersey. These tax rates 
are, of course, subject to further appraisal in terms of 
the way property is assessed. In the main, local assess- 
ments are essentially a product of negotiation between 
local taxing officials and the industrial taxpayer. For 
this reason over-all estimates of assessment ratios are 
not always indicative of what might be expected for 
any particular property, and it becomes necessary to 
relate local property tax expectations to the specific 
property under observation. 


Over-All Results 


Table Il shows the comparative tax position for the 
twenty manufacturing corporations as between their 
actual tax experience within Massachusetts and what 
they might pay under the tax laws and practices exist- 
ing in the seven cities. 

In the main, these over-all results, which include all 
state and local taxes except unemployment compensa- 
tion taxes upon payrolls, indicate that Massachusetts 
is a high tax state for manufacturing corporations. 
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Although the indexes of comparison as between Massa- 
chusetts and some of the jurisdictions fall within such 
a wide range as to impose severe qualifications upon 
generalization, the comparisons with others are clear 
enough to support positive conclusions. 

For example, in the case of Philadelphia, only one 
corporation shows a higher estimated tax than the com- 
parable tax actually paid in Massachusetts. Ranging 
between a low of 39 per cent of the Massachusetts taxes 
and a high of 121 per cent, the twenty corporations 
show a median of 71.5 per cent as much state and local 
tax in Philadelphia as the same corporations might pay 
in the various jurisdictions within Massachusetts. In 
the case of Buffalo, each of the corporations for which 
the estimates were prepared would expect to pay less 
tax in that city than it actually pays in Massachusetts. 
The median expectation for Buffalo is also 71 per cent 
as much as in Massachusetts, and this expectation falls 
within a range between a low of 34 per cent and a high 
of 93 per cent of the Massachusetts taxes. 

In Charlotte and New Haven, the median tax for the 
participating corporations is higher than that experi- 
enced in Massachusetts. In Charlotte, the median is 
113 per cent of the Massachusetts tax, while the median 
for New Haven is 104 per cent. These medians fall, 
however, within wide ranges for individual corporations. 
In Charlotte, the range is between a low of 51 per cent 
as much as in Massachusetts, and a high of 179 per 
cent. Within an even wider range, the New Haven 
median of 104 per cent of Massachusetts taxes falls 
within a range between a low of 63 per cent and a high 
of 284 per cent. 

The Commission summarized its over-all conclusions 
as follows: 

“Massachusetts taxes on corporate business may be 
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described as high when compared with taxes in indus- 
trial centers in Pennsylvania, New Jersey and New 
York. They are probably higher than would be paid by 
a majority of manufacturing corporations in Indiana. 
In Connecticut and Michigan, the taxes would be ex- 
pected to amount to about the same total as Massa- 
chusetts taxes. State and local taxes would be higher 
in North Carolina than the amount assessed by Massa- 
chusetts. These conclusions apply to the twenty manu- 
facturing corporations of the study as a group, but not 
necessarily to every corporation in each instance.” 


Limitations of the Study 

Despite the care with which the tax estimates were 
calculated in the several jurisdictions, there are a 
number of limitations which may affect the validity of 
the conclusions reached: 

(1) There are many possible variations in local prop- 
erty tax assessments. Even the most precise local assess- 
ment methods leave much to the judgment of the 
assessor. The assessment which would prevail in any 


jurisdiction can never be estimated exactly from even 


the best property descriptions. 

(2) Since the hypothetical corporations are not located 
in the same Massachusetts city or town, the property 
tax rates and the methods of assessment differ according 
to the rates and procedures of each of the municipalities. 
Use of the Massachusetts taxes as a base for the com- 
parisons means, therefore, that some of the variation in 
indexes as among corporations will result from varia- 
tions among local tax environments within Massachu- 
setts. The fact that the Massachusetts localities include 
some “‘small town” jurisdictions suggests that the over- 
all comparison with specific industrial cities in other 
states may be more favorable to Massachusetts than it 





TABLE I1— COMPARISON OF ESTIMATED TAXES PAYABLE BY TWENTY CORPORATIONS 
IN MASSACHUSETTS AND SEVEN OTHER STATES — 1950 


(Exclusive of Unemployment Compensation Taxes) 
(Index: Mass. = 100) 




















Corporation | Massachusetts Philadelphia, South Bend, Buffalo, Charlotte, New Haven, Paterson, | Lansing, 

| Pa. Ind. N.Y. N.C. Conn. N. J. Mich. 
| 100 | 72 | 71 82 11 114 | 59 73 
| 100 70 127 87 173 162 81 154 
| 100 80 62 85 88 90 68 | 83 
| 100 94 — 88 131 99 85 118 
100 61 152 34 134 131 — 32 
100 | 65 — _ 95 63 35 _ 
100 | 65 266 40 150 121 — 23 
100 | 83 18 | —_ 102 — 88 Viz 
100 82 | 80 93 114 95 50 91 
100 | 55 | — 60 110 104 59 132 
100 | 86 | —_ ce 128 124 93 130 
100 67 59 71 99 7) 52 75 
100 79 _ 71 125 155 99 151 
100 | 95 252 4) 179 170 | 193 292 
100 | 60 | 61 68 82 67 | 49 82 
| 100 | 121 | 259 79 169 284 226 295 
100 | 39 54 60 51 80 48 97 
100 69 67 76 | 112 83 65 | 85 
100 | 76 61 66 103 94 114 | 98 

100 711 132 68 132 117 — — 

Median Indexes 
Massachusetts Tax Bill =—100 for Each Corporation 
| 

Median...... _ 71.5 80 71 113 | 104 68 97.5 
Sot OOOO _ 121 266 93 179 284 226 295 
WOW eth dacs _— 39 54 34 51 63 rs 23 





1Information on value of buildings indefinite, some not included. 
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might be if only the larger Massachusetts cities were 
used in the study. 

(3) The greater age of buildings used for manufactur- 
ing in some of the Massachusetts industrial areas may 
have resulted in under-assessment in some of the com- 
parison areas where buildings are newer. 

(4) The difficulties of comparison are most apparent 
in the assessment of tangible personal property. The 
practices by which tangible personal property is valued 
for tax purposes as among the several jurisdictions are 
difficult, to determine and appraise. As already pointed 
out, the assessment of personal property was based upon 
book value. While this made possible a reasonably uni- 
form method for determining taxable values of this 
class of property, it did not allow for variation in 
appraisal by the Although uniformity is 
generally commendable, a more realistic method would 
have the assessors fix these values in conformity with 
local custom and practice, which might or might not be 
directly related to book value. 

(5) It was assumed that the services provided by the 
jurisdictions involved were equal in each instance. Real 
tax cost is not measured alone in terms of dollars paid, 
but also in terms of the amount and quality of services 
provided by government. Such services cannot be 
evaluated on a relative basis with any accuracy. 

(6) Perhaps the most important qualifications on the 
results of the study have to do with the level of business 
activity at the time the comparison is made. A com- 
parison based upon high corporate earnings would be 
expected to yield different results, as between an in- 
come tax state such as Massachusetts and a property 
tax state such as New Jersey, than would a similar 
comparison based upon a lower level of corporate earn- 
ings or even upon a corporate net loss. 

(7) Because of the great difficulties in analyzing the 
problems of shifting and incidence, it was necessary to 
assume that the entire burden of the taxes in each case 
was borne by the individual corporation. 

(8) The study does not take into account tax con- 
cessions granted by some communities, particularly in 
the South.® 

The most recent business year for which complete 
data could be obtained from the twenty participating 
corporations was 1948. This was a year of relatively 
high earnings following the period of immediate post- 
war adjustment. For states which rely heavily on cor- 
porate income taxes, 1948 produced high collections. A 
tax comparison in such a year as between states with 
relatively high income taxes, such as in Massachusetts, 
with states which assess no income tax but apply a 
property tax as in New Jersey, will appear unfavorable 
to the Commonwealth, but still reflect what in the long 
run might be a favorable tax environment for the 
corporation in Massachusetts. 

Despite its limitations as a conclusive answer to the 
question of interstate tax differentials, the study has 
had substantial impact on legislative tax policy. It 
represented the first bi-partisan approach to the prob- 
lem ever made in the Commonweaith. As might be 
expected, the over-all conclusions did not accord either 
with those of the critics of the Massachusetts corporate 


assessors. 


6 The Southeastern States Tax Officials Association at its meeting in August, 
1951, went on record in opposition to granting special tax concessions, 
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tax system or its apologists. New York and Pennsyl- 
vania are likely to fall below Massachusetts in terms of 
total burden regardless of cyclical influences. On the 
other hand, Massachusetts stood better than North 
Carolina even on the basis of the 1948 level of business 
activity. Also, her position, in comparison with all the 
personal property states would tend to improve with a 
downswing of general business activity or the fortunes 
of the individual company involved. 

The Commission’s Report was issued in June 1951, at 
a critical time in the state’s fiscal planning. The advice 
of the Commission to the General Court was “‘to refrain 
from further increases in taxes upon manufacturing 
corporations.” It is gratifying to note that, although 
budget requirements were higher, as they were in many 
other states, some $16,000,000 in fact, no serious effort 
was made in either the executive or legislative branch 
to raise any part of this money from the corporation 
tax. Close observers of the legislature have given the 
Commission’s Report a major share of the credit for 
this result. , 

In the light of the pressures for increased revenues, it 
was felt that any recommendation for outright reduc- 
tion of the corporation tax was wishful thinking. A 
more realistic approach would be a levelling-off of the 
tax on the theory that other states will soon catch or 
pass Massachusetts. These other states face similar ex- 
penditure needs, and two of the states in the compari- 
son, Pennsylvania and Michigan, increased their cor- 
poration levies in the 1951 sessions. 

It is to be hoped that this study will be the fore- 
runner of others like it in the future. By showing an 
awareness ‘of the problem and a willingness to take 
corrective action, at least two important objectives can 
be accomplished: 

(1) The elimination of any actual competitive disad- 
vantage in ¢orporate taxes, and perhaps the establish- 
ment of an outright competitive advantage, consistent 
with the principles of equitable treatment for all Mass- 
achusetts taxpayers. 

(2) A change in the hostile attitude of businessmen 
around the country who regard Massachusetts as “‘a 
high tax state.”” This attitude has been developed largely 
because of emphasis on state taxes without considering 
the exemption from personal property taxes given to 
manufacturing corporations. My own belief is that there 
has been a tendency to exaggerate the absolute burden 
of Massachusetts corporate taxes and their importance 
in relation to the total cost of doing business. The 
difficulty is, however, that the attitude of businessmen 
does exist, and taxes are often regarded as a barometer 
of the whole industrial climate of a state. Companies 
which are expanding, or considering a new location, 
may never bother to penetrate the facade of a high 
state corporate tax rate. 

The important thing is that Massachusetts is doing 
something about ine problem. The line has been held. 
Within a few weeks the Commission will submit to the 
legislature proposals for revision of the internal structure 
of the corporate tax which will be designed to make the 
tax more equitable and workable. In its resolution to 
continue to grow as an industrial state, Massachusetts 
is taking an important forward step. 
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